Despite the new momentum in cross-border mergers and acquisitions (M&As) by emerging market firms, we have a limited understanding of the impact of these activities. Drawing on signalling theory and the institution-based view, this paper examines the extent of stock market reactions to the announcement of cross-border M&A deals, based on an event study of a sample of Chinese firms during the period 2000-2012. The findings indicate that the announcement of cross-border M&As results in a positive stock market reaction; this effect is more significant in the mainland Chinese stock markets (Shanghai and Shenzhen) than that in the Hong Kong market. The shareholders of Chinese firms that acquire a target firm in a host country with a low level of political risk gain higher cumulative abnormal returns than those firms targeting companies in countries with a high level of political risk. The shareholders of Chinese state-owned enterprises experience lower abnormal returns compared with those of Chinese privately owned firms when engaging in cross-border M&A deals.
Introduction
Emerging-economy (EE) firms have increasingly used crossborder mergers and acquisitions (M&As) as their internationalization strategy in recent years. For example, Chinese firms have been actively involved in cross-border M&As due to the 'Go Out Policy' (Chen, 2008a (Chen, , 2008b implemented by the Chinese government. The number of completed cross-border M&As by Chinese firms was only 33 in 2000 and the total value of these deals was $838.86 million dollars, whereas in 2012 the number of completed deals increased to 146 and their value reached $22.32 billion dollars ( Thomson One Banker, 2013) . Chinese firms have attracted attention worldwide with a series of high-profile cross-border M&As involving well-known western companies, including Lenovo's acquisition of the Motorola Mobility division (2014) and IBM's PC division (2005), Geely's acquisition of Volvo Corporation (2010), Wanda's acquisition of Sunseeker (2013) and the AMC Cinema chain (2012), and Huawei's acquisition of Symantec (2011) and CIP (2012) . No wonder that the Economist (2010) noted that 'China buys up the world'.
Despite the rapid pace and increasing importance of crossborder M&As by Chinese firms, existing research has predominantly focused on M&As undertaken by firms from developed countries (Ghosh, 2001; Kruse, Park, Park, & Suzuki, 2007; Martynova & Renneboog, 2008; Pazarskis, Vogiatzogloy, Christodoulou, & Drogalas, 2006; Sharma & Ho, 2002) . Only recently have a growing number of studies begun to examine cross-border M&As by EE firms (Buckley, Elia, & Kafouros, 2014; Deng & Yang, 2015; Lebedev, Peng, Xie, & Stevens, 2015; Ning, Kuo, Strange, & Wang, 2014; Sun, Peng, Ren, & Yan, 2012) . Some of these studies (Bhagat, Malhotra, & Zhu, 2011; Boateng, Wang, & Yang, 2008; Wang & Boateng, 2007; Zhou, Guo, Hua, & Doukas, 2015) found a positive market reaction to cross-border M&As, while others (Aybar & Ficici, 2009; Chen & Young, 2010) found a negative one. The inconsistent findings of the existing studies suggest that stock market reactions to cross-border M&As by Chinese firms need further academic scrutiny.
In addition, existing research has tended to assume that there are the same market reactions across stock markets in mainland China and Hong Kong. However, under the formula of 'one country, two systems ' (China.org.cn, 2008) , the Hong Kong stock market is different from those of mainland China. This leads to a 'one country, two markets' scenario, thus demonstrating the unique institutional setting of China's stock markets. The different institutional arrangements (e.g. ownership restrictions, currency control and liquidity restrictions) between the two markets within one country may trigger different market reactions to the announcement of cross-border M&As by Chinese firms. This unique 'one country, two markets' scenario remains underexplored in the domain of cross-border M&As.
Furthermore, there is a lack of comprehensive studies to investigate whether the level of political risk in target countries, and the ownership status of acquiring firms, spur different market reactions to cross-border M&A deals. The stock market is sensitive to any political risk associated with cross-border M&As, which is considered as an important signal, especially in emerging economies (Chan and Wei, 1996; Kim and Mei, 2001; Wang, Liu, & Wang, 2004) . However, existing studies tend to focus on the impact of geographic and cultural distance on cross-border M&As (Chakrabarti & Mitchell, 2013; Ragozzino, 2009 ) without explicitly taking political risk into account. A recent study by Harzing and Pudelko (2016) has shown that cultural distance is often used as a proxy for political risk and government restrictions in a host country, and calls for more studies that use more appropriate and accurate constructs to measure host country characteristics, such as political risk. In addition to political risk, we have a limited understanding of how the ownership status of Chinese acquiring firms affects investors' perception, and hence stock market reactions.
To remedy these research gaps, we examine the following research questions. What are the stock market reactions to cross- 
